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EXPOSURE DRAFT 
PROPOSED STATEMENT OF POSITION 
ACCOUNTING BY AGRICULTURAL PRODUCERS 
AND 
AGRICULTURAL COOPERATIVES 
SEPTEMBER 10, 1982 
Prepared by the 
Agribusiness Special Committee 
American Institute of Certified Public Accountants 
Comments should be received by December 13, 1982, and addressed to 
Don Pallais, Manager, Audi t ing Standards Division 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036-8775 
M815164 
SUMMARY 
This proposed statement of position presents accounting and reporting recommendations for the 
general-purpose financial statements of agricultural producers and agricultural cooperatives. It does not 
apply to growers of timber, raisers of animals for competitive sports, or merchants or noncooperative 
processors of agricultural products that purchase commodities from growers, contract harvesters, or 
others serving agricultural producers. 
The proposed statement recommends that growing crops of agricultural producers be reported at the 
lower of cost and market and that inventories of harvested crops and livestock held for sale also be 
reported at the lower of cost and market unless certain conditions are met. It recommends that an 
agricultural producer be permit ted to report harvested crops and livestock held for sale at market less 
estimated costs of disposal, only if (a) the product has a reliable market price that is readily available, (b) 
the product has relatively insignificant and predictable costs of disposal, and (c) the product is available 
for immediate delivery. 
Permanent land development costs, such as clearing, initial leveling, terracing, and construction of 
earthen dams, would be capitalized but not depreciated under recommendations in the proposed 
statement. In addition, it recommends that limited-life land development costs, such as water distribu-
tion systems and fencing, be capitalized and depreciated over their estimated useful lives. Develop-
ment costs of orchards, vineyards, groves, and intermediate-life plants (for example, land preparation, 
plants, pruning, spraying, and cultural care) would be capitalized during the development period and 
depreciated over the estimated useful life of the tree, plant, or vine. 
The proposed statement recommends that all direct and indirect costs of developing production 
animals be accumulated until the animals reach maturity. When animals reach maturity and are 
transferred to breeding or dairy herds or other productive functions, the accumulated development 
costs would be depreciated over their estimated productive lives. The proposed statement also 
recommends that direct and indirect development costs of animals raised for sale be accumulated and 
that the animals be reported at the lower of cost and market until available for sale. The draft concludes 
that animals available and held for sale should be reported at the lower of cost and market unless certain 
conditions are met. If (a) the animals have reliable market prices that are readily available, (b) the 
animals have relatively insignificant and predictable costs of disposal, and (c) the animals are available 
for immediate delivery, an agricultural producer would be permitted to report the animals at market, 
less estimated cost of disposal. 
The proposed statement recommends that patrons account for deliveries of products to marketing 
cooperatives as sales if control over future economic benefits relating to the products has passed 
(ordinarily evidenced by transfer of title) when the products are delivered to the cooperative. 
The proposed statement recommends that pooling cooperatives account for products received from 
patrons as follows: 
a. When pooling cooperatives that are not obligated to pay fixed prices assign amounts to products 
received from patrons based on reliable market prices of the delivered products and use those 
assigned amounts for accruing estimated amounts due to patrons, they should consider the assigned 
amounts as costs and account for, inventories of finished goods at the lower of cost and market. 
Cooperatives may subsequently account for inventories at net realizable value for purposes of closing 
pools at the end of the accounting period and transferring the inventories to the next period's pool. 
b. Pooling cooperatives that do not assign amounts to products received from patrons at the t ime of 
delivery should account for inventories at net realizable value, with corresponding amounts due 
patrons as liabilities, 
The proposed statement recommends that investments in cooperatives be reported at cost, including 
allocated equities and retains. The carrying amount of an investment in a cooperative would be reduced 
only if the patron will never be able to recover the full carrying amount of the investment. Patrons would 
recognize patronage refunds in the period in which the related patronage occurs and patrons would 
accrue patronage allocations as soon as the amount can be reasonably estimated. 
AICPA American Institute of Certified Public Accountants 1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200 
September 10,1982 
Accompanying this letter is an exposure draft of a proposed statement of position, Accounting by 
Agricultural Producers and Agricultural Cooperatives. The proposed statement is part of an AICPA project 
to develop an audit and accounting guide concerning agricultural producers and agricultural cooperatives 
that present financial statements intended to be in conformity with generally accepted accounting 
principles. 
Comments or suggestions on issues and related recommendations in the proposed statement will be 
appreciated. We are especially interested in comments on the most appropriate accounting and reporting 
principles for inventories of agricultural producers. 
Consideration of comments and suggestions would be helped if your responses start with general 
comments, stating overall support or opposition for specific issues and related recommendations in the 
proposed statement and presenting supporting reasons for the positions taken. Comments on specific 
paragraphs should follow. 
There are differences in approach between the proposed statement and the AICPA's project on personal 
financial statements, which recommends the reporting assets at estimated current values, and the 
Tentative Conclusions and Recommendations of the AICPA Committee on Accounting Standards Overload, 
which discusses the presentation of financial statements on the income tax basis of accounting. The 
discussion and recommendations in this proposed statement are intended to apply only to 
general-purpose financial statements of agricultural producers and agricultural cooperatives prepared in 
conformity with generally accepted accounting principles for business enterprises and, therefore, might 
not be consistent with the recommendations in the other two AICPA projects. 
Comments should be sent to Don Pallais, Auditing Standards Division, AICPA, 1211 Avenue of the 
Americas, New York, N.Y. 10036-8775, in time to be received by December 13,1982. Written comments on 
the proposed statement will become part of the AICPA's public record and will be available for inspection 
at the office of the AICPA after January 13,1983, for one year. 
Sincerely, 
Dennis R. Beresford 
Chairman 
Accounting Standards Executive Committee 
Donald F. Linsteadt 
Chairman 
Agribusiness Special Committee 
This exposure draft has been sent to 
• selected agricultural industry accounting groups 
• members of AICPA Council and technical committee 
chairmen 
• state society and chapter presidents, directors, and 
committee chairmen 
• organizations concerned with regulatory, supervisory, or 
other public disclosure of financial activities 
• persons who have requested copies 
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ACCOUNTING BY AGRICULTURAL PRODUCERS AND AGRICULTURAL COOPERATIVES 
INTRODUCTION 
1. This statement discusses ac-
counting by agricultural producers 
and agricultural cooperatives that in-
tend to present financial statements 
in conformity with generally ac-
cepted accounting principles. The is-
sues discussed are — 
• Accounting for inventories by pro-
ducers 
• Accounting for development costs 
of land, trees and vines, intermedi-
ate-life plants, and animals 
• Accounting by patrons for product 
deliveries to cooperatives 
• Accounting by cooperatives for 
products received from patrons 
• Accounting for investments in and 
income from cooperatives 
This statement does not apply to agri-
cultural producers that prepare per-
sonal financial statements or that 
prepare their statements on a com-
prehensive basis of accounting other 
than generally accepted accounting 
principles, for example, the income 
tax or the cash basis of accounting. 
This statement also does not apply to 
growers of timber, raisers of animals 
for competitive sports, or merchants 
or noncooperative processors of agri-
cultural products that purchase com-
modities from growers, contract har-
vesters, or others serving agricultural 
producers. 
Definitions 
2. For purposes of this state-
ment, the following definitions apply. 
Agricultural Cooperatives. See para-
graphs 6 through 22. 
Agricultural Producers. See para-
graphs 3 through 5. 
Assigned amounts. Amounts used to 
record products delivered by patrons 
of a marketing cooperative operating 
on a pooling basis, and the related 
liability to patrons, if the ultimate 
amounts to be paid patrons are deter-
mined when the pool is closed. These 
amounts may be established on the 
basis of current prices paid by other 
buyers (sometimes referred to as 
"field prices"), or they may be estab-
lished by the cooperative's board of 
directors. The assigned amounts are 
sometimes referred to as "established 
values." 
Cash advance method. A method of 
accounting for inventories of a mar-
keting cooperative operating on a 
pooling basis. Under the method, in-
ventories are accounted for at the 
amount of cash advances made to pa-
trons. (This is sometimes referred to 
as the "cost advance method.") 
Commercial production. Orchard, 
vineyard, or grove production, reve-
nues from which exceed all direct and 
indirect costs, including costs of har-
vesting. 
Crop development costs. Costs in-
curred to the time plantings begin to 
produce in commercial quantities, 
including the costs of land prepara-
tion, plants, planting, fertilization, 
grafting, pruning, equipment use, 
and irrigation. 
Crops. Grains, vegetables, fruits, 
berries, nuts, and fibers grown by 
agricultural producers. 
Exempt and nonexempt coopera-
tives. Cooperatives classified accord-
ing to their federal income tax status. 
Both types are permitted to deduct 
from taxable income patronage dis-
tributed to patrons to the extent that 
the distributions represent earnings 
of the cooperative derived from busi-
ness done with the patrons. In addi-
tion, cooperatives meeting the re-
quirements of Internal Revenue 
Code section 521 (exempt coopera-
tives) are permitted to deduct (1) lim-
ited amounts paid as dividends on 
capital stock and (2) distributions to 
patrons of income from business 
done with the U.S. government or its 
agencies and income from nonpa-
tronage sources. 
Farm price method. A method of ac-
counting for inventories at the sales 
prices in the nearest local market for 
the quantities that the producer nor-
mally sells less the estimated costs of 
disposition. 
Growing crop. A field, row, tree, 
bush, or vine crop before harvest. 
Harvested crop. An agricultural 
product, gathered but unsold. 
Livestock. Registered and commer-
cial cattle, sheep, hogs, horses, poul-
try, and small animals bred and raised 
by agricultural producers. 
Market order prices. Prices for raw 
products established by federal or 
state agencies. 
Patronage earnings. The excess of a 
cooperative's revenues over its costs 
that is distributed (cash patronage) 
or allocated (non-cash patronage) 
to patrons. The earnings are nor-
mally distributed or allocated to in-
dividual patrons on the basis of their 
proportionate share of total patron-
age. 
Recurring land development costs. 
Costs that do not result in permanent 
or long-term improvements to land, 
for example, maintenance costs that 
occur annually or periodically. 
Retains. Amounts determined on a 
per-unit basis or as a percentage of 
patronage earnings that are withheld 
by cooperatives from distributions 
and allocated to patrons' capital ac-
counts. 
Unit livestock method. Accounting 
for livestock by using an arbitrary 
fixed periodic charge. For raised ani-
mals the amount is accumulated by 
periodic increments from birth to 
maturity or disposition. For pur-
chased animals the arbitrary fixed pe-
riodic amount is added to the acquisi-
tion cost until maturity or disposition 
of the animal. 
Agricultural Producers 
3. In this statement farmers and 
ranchers are referred to as "agricul-
tural producers," a term that in-
cludes, for example, those who raise 
crops from seeds or seedlings, breed 
livestock (whether registered or com-
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mercial), and feed livestock in prepa-
ration for slaughter. The term ex-
cludes, for example, merchants and 
processors of agricultural products 
who purchase commodi t i e s from 
growers, contract harvesters, or oth-
ers serving agricultural producers, 
although they are covered by the 
term "agribusiness" as it is generally 
used. The term also excludes growers 
of t imber and raisers of animals for 
competitive sports, although some of 
the accounting principles discussed 
in this statement may apply to such 
activities. 
4. Agricul tural p roduce r s use 
every form of business organization, 
from sole propr ie torsh ip to large 
publicly held corporation. They en-
gage in numerous activities, for ex-
ample: 
• Growing wheat, milo, corn, and 
other grains 
• Growing soybeans , vege tab les , 
sugar beets, and sugar cane 
• Growing citrus fruits, other fruits, 
grapes, berries, and nuts 
• Growing cotton and other vegeta-
ble fibers 
• Operating plant nurseries 
• Breeding and feeding cattle, hogs, 
and sheep, including wool produc-
tion 
• Operating dairies 
• Operating poultry and egg produc-
tion facilities 
• Breeding horses 
• Raising mink, chinchilla, and simi-
lar small animals 
In addition, the operations of agricul-
tural producers often involve various 
combinations of those activities. Ag-
ricultural practices and products may 
vary still further because of differ-
ences in temperature, soil, rainfall, 
and regional economics. Farm prod-
ucts may be used in related activities, 
such as the feeding of hay and grain to 
livestock, or they may be marketed 
directly by the producer. Producers 
often sell products in accordance 
w i t h g o v e r n m e n t p r o g r a m s or 
through agricultural cooperatives. 
Marketing strategies may include 
forward contracts or commodity fu-
tures contracts to reduce the risks of 
fluctuations in market prices. 
5. Agricultural producers often 
borrow to finance crop development 
costs and the costs of acquiring facili-
ties and equipment. 
Agricultural Cooperatives 
6. About 7,500 agricultural coop-
eratives process, market, or purchase 
agricultural products or perform re-
lated services for producers. About 
70 to 80 p e r c e n t of t h e nat ion 's 
farmers are patrons of one or more 
cooperatives. 
7. Of the 7,500 cooperat ives , 
about 1,700 have limited or sporadic 
operations. According to a 1976 study 
by the Cooperative Program of the 
Economics, Statistics and Coopera-
tives Service, U.S. Department of 
Agriculture, active cooperatives pro-





8. In 1976 those cooperat ives 
sold $51.8 billion of products, had 
total equity of $7.7 billion and had 
total assets of $18.6 billion. The 1979 
list of Fortune's 1,000 largest indus-
trial companies included fifteen co-
opera t ives . Fa rmland Indus t r ies , 
Inc., the largest, was ninety-first on 
the list. At least fifty-five coopera-
tives not on the Fortune list had suf-
ficient sales to be included. 
9. Section 1141(j) of the Agricul-
tural Marketing Act of 1929 contains 
the following definition of a coopera-
tive association: 
The term "cooperative association" 
means any association in which farmers 
act together in processing, preparing 
for market, handling, and/or market-
ing the farm products of persons so 
engaged, and also means any associa-
tion in which farmers act together in 
purchasing, testing, grading, process-
ing, distributing, and/or furnishing 
farm supplies and/or farm business 
services. Provided, however, that such 
associations are operated for producers 
or purchasers and conform to one or 
both of the following requirements: 
First. That no member of the associ-
ation is allowed more than one vote 
because of the amount of stock or 
membership capital he may own 
therein; and 
Second. That the association does 
not pay dividends on stock or mem-
bership capital in excess of 8 per 
centum per annum. 
And in any case to the following: 
Third. That the association shall not 
deal in farm products, farm supplies, 
and farm business services with or 
for nonmembers in an amount 
greater in value than the total 
amount of such business transacted 
by it with or for members. All busi-
ness transacted by any cooperative 
association for or on behalf of the 
United States, or any agency or in-
strumentality thereof shall be disre-
garded in determining the volume of 
member and nonmember business 
transacted by such association. 
10. A cooperative typically has 
the following characteristics: 
a. Assets are dis tr ibuted periodi-
cally to patrons on a patronage ba-
sis. In certain situations, how-
ever, assets in the amoun t of 
net-of-tax earnings may be accu-
mulated by the cooperative and 
may or may not be allocated to 
patrons' accounts. 
b. Members control the organiza-
tion in their capacity as patrons 
and not as equity investors. 
c. M e m b e r s h i p is l imi ted to pa-
trons. 
d. The return that can be paid on 
capital investment is limited. 
e. At least 50 percent of the coopera-
tive's business is done with its 
m e m b e r s (excluding bus ines s 
with the U.S. government). 
11. Virtually all agricultural co-
operatives meet the definition of co-
operatives that is used to determine 
eligibility for borrowing from various 
banks and for exemption from the an-
nual reporting requirements of the 
Securities and Exchange Act of 1934. 
Failure to mee t the definition, how-
ever, does not necessarily prevent an 
entity from being considered as oper-
ating on a cooperative basis under 
subchapter T of the Internal Revenue 
Code. 
12. The main difference between 
cooperatives and other business en-
terpr ises is that cooperatives and 
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their patrons operate as single eco-
nomic units to accomplish specific 
business purposes, such as the mar-
keting of farm products, the purchase 
of supplies, or the performance of 
services for the benefit of the pa-
trons. The aim is to reduce costs or to 
maximize sales proceeds through the 
i nc reased ba rga in ing power that 
results from the patrons' combined 
resources and buying power. 
13. The patron's role as an inves-
tor is secondary and incidental to his 
business relationship with the coop-
erative. 
14. Cooperatives do business for 
the benefit of their patrons. In recog-
nition of that, if certain requirements 
are met, the Internal Revenue Code 
permits cooperatives tax deductions 
for earnings allocated to its patrons. 
Earnings not allocated are taxed at 
corporate income tax rates. Coopera-
tives may use other terms for earn-
ings, such as "margins," "net pro-
ceeds," or "savings." 
15. Another difference between 
cooperatives and other business cor-
porations is that the cooperative's by-
laws usually require it to distribute 
assets to patrons, or allocate to pa-
trons' accounts amounts equal to its 
earnings, on the basis of their patron-
age. Distributions to patrons are dif-
ferent from dividend payments to 
stockholders in other corporations. 
The distribution of earnings on the 
basis of patronage has been termed 
the "price adjustment theory." 
16. Under the price adjustment 
theory, a cooperative agrees to do 
business at cost. In a purchasing co-
operative, for example, a patron may 
be charged more than cost at the time 
of purchase; however, the coopera-
tive normally must return to the pa-
tron all amounts received in excess of 
cost, including costs of operation and 
processing. 
17. Nonexempt cooperatives are 
subject to federal income taxes on 
earnings arising from sources other 
than patronage, even if assets in the 
form of cash or noncash allocations 
are d i s t r ibu ted to pa t rons in the 
amount of the earnings. Both exempt 
and nonexempt cooperatives are sub-
ject to income taxes on earnings if the 
cooperatives do not distribute or allo-
cate to patrons ' accounts amounts 
equal to their earnings on a patronage 
basis. 
18. Cooperatives generally try to 
buy or sell at the current market 
price. At year end, they determine 
total costs and make distributions to 
patrons in the form of cash, certif-
icates, or other notices of allocation 
based on the excess of revenues over 
costs. 
19. The two major types of coop-
eratives are supply cooperatives and 
marketing cooperatives. Supply co-
operatives obtain or produce such 
items as building materials, equip-
ment, feed, seeds, fertilizer, and pe-
troleum products for their patrons. 
M a r k e t i n g c o o p e r a t i v e s p r o v i d e 
means for agricultural producers to 
process and sell their products. 
20. Services r e l a t ed to those 
functions are provided by some sup-
ply and marketing cooperatives; they 
are also provided by separate associa-
tions known as service cooperatives, 
which provide such services as truck-
ing, storage, accounting, and data 
processing. A special type of service 
cooperative is a bargaining coopera-
tive, which serves its members by 
negotiating with processors on their 
behalf. 
21 . Many marke t ing coopera-
tives commingle patrons ' fungible 
products in pools. The excess of reve-
nues over costs for each pool is allo-
cated to patrons on the basis of their 
pro rata contributions to the pool, 
which may be de termined by the 
number of units delivered, the vol-
ume of product delivered, or another 
equitable method. 
22. The members of local coop-
eratives are agricultural producers 
whose activities are generally cen-
tralized. The members of federated 
cooperatives are other cooperatives 
whose activities are regional. Some 
cooperatives have both individual 
producers and other cooperatives as 
members . 
ACCOUNTING FOR INVENTORIES 
BY AGRICULTURAL PRODUCERS 
23. Previously existing account-
ing li terature does not specifically 
cover accounting by agricultural pro-
ducers, and available material is pre-
dominantly tax oriented. Accounting 
Research Bulletin (ARB) 43, chapter 
4, provides the following information 
about accounting for inventories: 
STATEMENT 9 
Only in exceptional cases may invento-
ries properly be stated above cost. For 
example, precious metals having a 
fixed monetary value with no substan-
tial cost of marketing may be stated at 
such monetary value; any other excep-
tions must be justifiable by inability to 
determine appropriate approximate 
costs, immediate marketability at 
quoted market price, and the charac-
teristic of unit interchangeability. 
Where goods are stated above cost this 
fact should be fully disclosed. 
Discussion 
It is generally recognized that income 
accrues only at the time of sale, and 
that gains may not be anticipated by 
reflecting assets at their current sales 
prices. For certain articles, however, 
exceptions are permissible. Invento-
ries of gold and silver, when there is an 
effective government-controlled mar-
ket at a fixed monetary value, are ordi-
narily reflected at selling prices. A sim-
ilar treatment is not uncommon for 
inventories representing agricultural, 
mineral, and other products, units of 
which are interchangeable and have an 
immediate marketability at quoted 
prices and for which appropriate costs 
may be difficult to obtain. Where such 
inventories are stated at sales prices, 
they should of course be reduced by 
expenditures to be incurred in dis-
posal, and the use of such basis should 
be fully disclosed in the financial state-
ments. 
24. Accounting Principles Board 
(APB) Statement 4, chapter 6, para-
graph 16, states the following: 
Revenue is sometimes recognized on 
bases other than the realization rule. 
For example, on long-term construc-
tion contracts revenue may be recog-
nized as construction progresses. This 
exception to the realization principle is 
based on the availability of evidence of 
the ultimate proceeds and the consen-
sus that a better measure of periodic 
income results. Sometimes revenue is 
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recognized at the completion of pro-
duction and before a sale is made. Ex-
amples include certain precious metals 
and farm products with assured sales 
prices. The assured price, the difficulty 
in some situations of determining costs 
of products on hand, and the character-
istic of unit interchangeability are rea-
sons given to support this exception. 
25. Accounting Research Study 
(ARS) 13, c h a p t e r 9, page 156, 
states— 
Market as the Accounting Basis of 
Inventories. 
Exceptional cases exist in which it is 
not practicable to determine an appro-
priate cost basis for products. A market 
basis is acceptable if the products (1) 
have immediate marketability at 
quoted market prices that cannot be 
influenced by the producer, (2) have 
characteristics of unit interchangeabil-
ity, and (3) have relatively insignificant 
costs of disposal. The accounting basis 
of those kinds of inventories should be 
their realizable value, calculated on 
the basis of quoted market prices less 
estimated direct costs of disposal. Ex-
amples are precious metals produced 
as joint products or by-products of ex-
tractive processes and fresh dressed 
meats produced in meat packing oper-
ations. 
Diversity in Practice 
26. Pub l i shed financial s ta te-
ments reveal several ways that com-
panies account for growing crops; 
• Charging costs to operations when 
they are incurred 
• Including crop development costs 
in deferred charges and amortizing 
them 
• Stating costs on the balance sheet 
at unchanging amounts substan-
tially less than the costs incurred 
and charging all current costs to 
operations when they are incurred 
• Deferr ing all costs and writ ing 
them off at harvest or, for perennial 
crops, over the estimated produc-
tive life of the planting 
Companies report harvested crops 
and livestock using the farm price 
method, at cost (LIFO, F IFO, or av-
erage cost), at the lower of cost and 
market, and by the unit livestock 
method. 
Some producers use the farm price 
method (market) to account for in-
ventories of harvested crops. Other 
agricultural producers, particularly 
those whose securities are publicly 
held, account for harvested crops at 
the lower of cost and market. 
Pros and Cons 
27. A study of accounting for pro-
ducers ' inventories involves an exam-
ination of chapter 4, statement 9, of 
Accounting Research Bulletin 43, 
which has been used as authority for 
accounting for producers ' inventories 
at market. 
28. Some accountants be l ieve 
that many producers cannot deter-
mine costs, and some believe that 
market is an appropriate valuation 
whether or not cost data are avail-
able. Many accountants believe that 
users of producers ' financial state-
ments would find them less useful if 
inventories were valued at the lower 
of cost and market. 
29. Other reasons for the prefer-
ence for market value are its long 
established use and the need to iden-
tify separately the gains and losses 
attributable to the production cycle 
and the marketing function, which is 
discussed in paragraph 35. 
30. For most business activities, 
the accounting literature requires an 
exchange of goods or services before 
income is recognized. That precludes 
accounting for inventories of unsold 
goods at market unless market value 
is less than cost. The principal excep-
tions to that rule are identified in 
chapter 9 of Accounting Research 
Study 13 as "metals produced as joint 
products or by-products of extractive 
processes and fresh dressed meats 
p roduced in meat packing opera-
tions." Those products have unique 
cost identification problems. Chap-
ter 9 of Accounting Research Study 
13 further states that carrying prod-
ucts at market is acceptable if those 
products "(1) have immediate mar-
ketability at quoted market prices 
that cannot be influenced by the pro-
ducer, (2) have characteristics of unit 
interchangeability, and (3) have rela-
tively insignificant costs of disposal." 
31. The first of the three condi-
tions in ARB 43, statement 9, is the 
inability to determine costs. While 
many producers may not keep de-
tailed cost records , costs usually 
either are available or can be deter-
mined with acceptable accuracy. 
32. Accountants who favor ac-
counting for producers ' inventories 
at market recognize that ARB 43 re-
quires an inability to determine ap-
propriate approximate costs. They 
point out, however, that the discus-
sion interprets the statement to apply 
when "appropriate costs may be dif-
ficult to obtain" [emphasis added]. 
They also note that APB Statement 4, 
chapter 6, refers to the "difficulty in 
some situations of determining costs 
of products" as a partial justification 
for the use of market price. Thus, 
they interpret statement 9 as allow-
ing the use of market if costs are dif-
ficult to determine, not only if they 
are impossible to determine. 
33. A major a rgument for ac-
counting for inventories at market is 
the availability of established mar-
kets that p rov ide quo ted marke t 
prices for most agricultural commod-
ities. However, because variations in 
grade and quantity, distance from 
central markets, shipping hazards, 
and other restrictions may affect the 
ultimate realization of quoted market 
p r ices for ag r i cu l tu ra l p r o d u c t s , 
there are often serious difficulties in 
determining the market price for a 
given product in a given place. Also, 
many products have no central mar-
ket with established prices, and de-
termination of their market prices 
may be subjective and incapable of 
verification. 
34. While ARS 13 does not cover 
inventories of agricultural products, 
it questions the appropriateness of 
accounting for inventories at market 
even if an established market exists. 
The study notes that present princi-
ples appear to allow the use of market 
price in accounting for inventories of 
precious metals if there is a fixed sell-
ing price and insignificant marketing 
cost regardless of whether it is practi-
cable to determine costs. The study 
states — 
The apparent preferential treatment 
may have originally been considered 
appropriate because metals having 
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fixed monetary values clearly demon-
strated the "immediate marketability 
at quoted market prices and the char-
acteristic of interchangeability" re-
quired in the cases in which it is im-
pract icable to de t e rmine costs. 
Further question as to why preferen-
tial treatment was originally accorded 
to precious metals might now be con-
sidered academic. Silver no longer has 
a fixed monetary price, and gold has a 
fluctuating free market price for non-
monetary purposes. That raises ques-
tions as to whether the inventory basis 
for gold and silver should now be con-
sidered the same as for other metals 
produced as by-products or joint prod-
ucts. 
35. Some proponents of account-
ing for agricultural producers ' inven-
tories at market distinguish the pro-
duction of a crop from its marketing; 
they believe that delays in the dis-
posal of a harvested crop or of live-
stock are due principally to the pro-
ducer's desire to sell the commodities 
later at a higher price. They contend 
that, in order to separate the results 
of the two functions, the inventories 
should be accounted for at market 
prices after they are harvested. They 
point out that bo th functions are 
likely to cause significant gains and 
losses. Some opponents counter that 
the same argument can be made for 
many nonagr icul tura l en te rp r i ses 
that are not permit ted to recognize 
income at the end of production. 
36. The securities of most agri-
cultural producers are not t raded 
publicly, and their financial state-
ments are p r e p a r e d primarily for 
management and lenders. Advocates 
of the use of market prices contend 
that lenders are concerned with the 
market price of inventories to be 
used as collateral. Moreover, most 
producers are not required to use 
cost information for income tax pur-
poses. Thus, some accountants argue 
that determining cost for financial 
statements is an unproductive addi-
tional burden to the producer. Con-
versely, cost advocates point out that 
both public and nonpublic producers 
r equ i r e long- te rm financing, and 
cost-basis financial statements may 
provide bet ter information for those 
purposes. 
37. Some accountants bel ieve 
that it is difficult to argue persua-
sively for charging the periodic costs 
of growing crops to expense as they 
are incurred since a valuable asset is 
being developed. Some contend that 
the use of a fixed amount less than 
cost violates existing principles of ac-
counting for assets. Others believe it 
is acceptable and consistent with a 
market basis of accounting to account 
for growing crops at net realizable 
value or at no value. 
Division Conclusions 
38. Growing crops should be re-
ported at the lower of cost and mar-
ket. 
39. Usually, inventories of har-
vested crops and livestock held for 
sale should be reported at the lower 
of cost and market. However, an agri-
cultural producer may account for 
harvested crops and livestock held 
for sale at market less estimated costs 
of disposal, when all the following 
conditions exist: 
• The product has a reliable, readily 
available market price. 
• The product has relatively insigni-
ficant and predictable costs of dis-
posal. 
• The product is available for imme-
diate delivery. 
ACCOUNTING FOR 
DEVELOPMENT COSTS OF LAND, 
TREES AND VINES, 
INTERMEDIATE-LIFE PLANTS, AND 
ANIMALS 
40. Development costs of land, 
trees and vines, intermediate-l ife 
plants, and animals are different from 
costs incurred in raising annual crops 
for harvest, which was discussed in 
the previous section, "Accounting for 
Inven to r i e s by Agr icul tura l P ro -
ducers." 
41. Land development generally 
includes improvements to bring the 
land into a suitable condition for gen-
eral agricultural use and to maintain 
its productive condition. Some im-
provements are permanent ; some 
have a limited life. Permanent land 
developments include, for example, 
clearing, initial leveling, terracing, 
and construction of earthen dams; 
they involve changes to the grade and 
contour of the ground and generally 
have an indefinite life if they are 
proper ly maintained. Limited-life 
developments usually include such 
items as water distribution systems 
and fencing and may also include the 
costs of wells, levees, ponds, drain 
tile, and ditches, depending on the 
climate, topography, soil conditions, 
and farming practices in the area. 
42. Orcha rds , v ineyards , and 
groves generally develop over sev-
eral years before they reach commer-
cial p roduc t ion . Produc t ion con-
tinues for varying numbers of years, 
depending on such influences as type 
of plant, soil, and climate. During 
development, the plants normally re-
quire grafting, pruning, spraying, 
cultivation, or other care. 
43. Intermediate-life plants have 
growth and p roduc t ion cycles of 
more than one year but less than 
those of trees and vines. They in-
clude, for example, artichokes, vari-
ous types of berries, asparagus, al-
falfa, and grazing grasses. Develop-
ment costs of intermediate-life plants 
include the cost of land preparation, 
plants, and cultural care until the 
plant, bush, or vine begins to pro-
duce in commercial quantities. 
44. The terms livestock and ani-
mals are used interchangeably and 
are meant to include cattle, sheep, 
hogs, horses, poultry, and other small 
animals. The development of animals 
requires care and maintenance of the 
breeding stock and their progeny un-
til their transfer from the brood herd. 
Animals purchased before maturity 
also require care and maintenance to 
ready them for productive use or 
sale. The animals are ultimately iden-
tified for transfer to breeding herds, 
dairy he rds , or o ther p roduc t ive 
functions, are selected for sale, or are 
transferred to a feeding or other mar-
keting operation. 
Diversity in Practice 
45. Costs of land development, 
t rees and vines, intermediate-l ife 
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plants, and animals are accounted for 
in the following ways: 
• Charged to operations when they 
are incurred 
• Included in deferred charges 
• Included on the balance sheet at 
fixed amounts substantially less 
than the costs incurred, with all or 
a majority of the cu r r en t costs 
charged to operations as they are 
incurred 
• Capitalized and amortized over the 
estimated productive life of the an-
imal, t ree, vine, or plant 
• Carried at market values 
46. In the case of annual field 
crops that are planted and harvested 
in the same accounting period, pro-
ducers generally match costs with 
revenues. When the growing cycle 
cont inues beyond the accounting 
period, costs often are not matched 
with revenues. 
47. Few significant diversities of 
practice are apparent in the financial 
statements primarily because of lack 
of disclosure. However, some agri-
cultural producers charge land devel-
opment costs to expense based on 
provisions of the income tax laws. 
48. In accounting for develop-
ment costs of trees and vines, some 
producers agree that the costs should 
be capitalized and depreciated over 
the expected productive life, but the 
costs to be capitalized and those to be 
charged to expense are not identified 
uniformly. Income tax concepts have 
had a strong influence on accounting 
prac t ices for those d e v e l o p m e n t 
costs. 
49. Crops from in t e rmed ia t e -
life plants have generally been ac-
counted for in the same way as annual 
crops, with no distinctions for varia-
tions in the periods of development 
and productivity. 
50. Many livestock producers 
charge the costs of developing ani-
mals to expense without regard to 
their productive lives or future use or 
sales value. Animals are sometimes 
reported at cost and other times at 
market values. Some producers use 
the unit livestock method, and in 
many instances the annual unit cost 
increments are below market and 
probably below cost. 
Pros and Cons 
51 . Some accountants bel ieve 
that large-scale improvements that 
transform the land to new and bet-
te r uses are p e r m a n e n t land im-
provements to be capitalized and that 
subsequent modifications and im-
provements are necessary and should 
be classified as period expenses. 
52: Others believe that it is dif-
ficult, or n e a r l y i m p o s s i b l e , to 
distinguish between permanent , lim-
ited-life, and recurring land develop-
ment costs. Land improvements that 
an owner has made over many years 
tend to lose their original characteris-
tics. Such improvements are usually 
accompanied by increasingly inten-
sive land use over relatively long 
periods. Prior improvements are mo-
dified, improved on, or eliminated, 
and the resulting land configuration 
and use are noticeably changed. The 
characteristics of continuing land im-
provements accomplished over long 
periods are given as justification for 
classifying those costs as recurring. 
53. Many accountants bel ieve 
that all direct and related indirect 
costs of land development, such as 
leveling, clearing of brush, terracing, 
and installation of drain tile, should 
be capitalized. They further believe 
that land deve lopmen t costs that 
waste away or diminish in efficiency 
through use, such as drainage tile, 
should be depreciated or amortized 
over the number of seasons that the 
land can reasonably be expected to 
produce without renovation or re-
newal of the particular development.. 
54. It is generally agreed that 
development costs of orchards, vine-
yards, and groves should be capital-
ized, but there is no agreement on 
the specific costs that should be capi-
talized. Many believe it necessary 
to capitalize only those costs that 
the income tax laws require to be 
capitalized. 
55. Some accountants bel ieve 
that all direct and indirect costs for 
orchards, vineyards, and groves in-
curred during the development per-
iod should be capitalized until com-
merc ia l p r o d u c t i o n is ach ieved . 
Others believe all such costs, except 
annual maintenance costs, should be 
capitalized. All agree that capitalized 
costs should be depreciated or amor-
tized over the useful life of the plant-
ings. 
56. Accounting practices for de-
velopment costs of intermediate-life 
plants are inconsistent. Producers 
who deduct expenses before reve-
nues are realized for intermediate-
life plants and orchardists and vine-
yardists who do not want to capitalize 
development costs and depreciate 
them over the es t imated produc-
tive life of the developed asset are 
motivated by the same reasons. The 
question of capitalization and depre-
ciation is similar for producers of 
intermediate-life plants and for pro-
ducers of trees and vines. The princi-
pal distinctions are in development 
period and productive life. For exam-
ple, orchard trees may require four to 
seven years before nominal produc-
tion, while limited production may-
occur during the first year of such 
crops as alfalfa, some berries, and 
asparagus. 
57. Some accountants have re-
sisted accumulat ing deve lopmen t 
costs for growing animals, based on 
the difficulty and expense of accumu-
lating such information and, in some 
instances, the problem of identifying 
individual animals or groups and cat-
egories of animals. Instead of cost, 
the unit livestock method or a market 
value has been used for assigning 
amounts to the animals at each level 
of maturity in the belief that such 
accounting methods, if consistently-
applied, would not adversely affect 
income recognition. 
58. Others believe that all direct 
and indirect development costs of 
raising livestock should be accumu-
lated and capitalized until the live-
stock have reached matur i ty and 
have been selected for breeding or 
other productive purposes. Many be-
lieve that income-producing live-
stock should be depreciated on the 
basis of their expected productive 
lives. 
Division Conclusions 
59. Permanent land develop-
ment costs should be capitalized and 
should not be depreciated or amor-
tized, since they have, by definition, 
an indefinite useful life. 
60. Limited-life land develop-
ment costs and development costs of 
orchards, vineyards, groves, and in-
termediate-life plants should be cap-
italized during the development 
period and depreciated over the esti-
mated useful life of the tree, plant, or 
vine. 
61. All direct and indirect costs 
of developing animals should be ac-
cumulated until the animals reach 
maturity and are transferred to a pro-
ductive function. At that point the 
accumulated development costs 
should be depreciated over the ani-
mals' estimated productive lives. 
62. All direct and indirect devel-
opment costs of animals raised for 
sale should be accumulated, and the 
animals should be accounted for at 
the lower of cost and market until 
they are available for sale. Animals 
available and held for sale may be 
accounted for at market, less esti-
mated costs of disposal, when all of 
the following conditions exist: 
• There are reliable, readily avail-
able market prices for the animals. 
• The costs of disposal are relatively 
insignificant and predictable. 
• The animals are available for im-
mediate delivery. 
ACCOUNTING FOR PATRONS' 
PRODUCT DELIVERIES TO 
MARKETING COOPERATIVES 
OPERATING ON A 
POOLING BASIS 
63. Agricultural marketing coop-
eratives process and market their pa-
trons' products. There are frequently 
good bases for recording transfers of 
products between cooperatives and 
their patrons. For example, dairy co-
operatives record transfers of prod-
ucts on the basis of market order 
prices, and grain cooperatives record 
transfers of products on the basis of 
readily determined cash prices. 
Many cooperatives, therefore, trans-
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fer patrons' products at market 
prices, and the transactions are 
treated as purchases by the coopera-
tives and sales by the patrons. 
64. However, cooperatives oper-
ating on a pooling basis may receive 
products from their patrons without 
paying a fixed price to the patrons. A 
cooperative may assign amounts to 
products based on current prices 
paid by other buyers or on amounts 
established by the cooperative's 
board of directors, or it may assign no 
amount. The cooperative estimates a 
liability to patrons equal to the as-
signed amount for the delivered 
product, and it usually pays this lia-
bility on a short-term basis. The ex-
cess of revenues over the assigned 
amounts and operating costs at the 
end of a pool period, which may be a 
week, a month, a year, or longer, is 
paid or allocated to patrons. Assets 
equal to that excess may be distrib-
uted to the patrons or retained by the 
cooperative. 
65. The different accounting 
methods used by pooling coopera-
tives have been developed to satisfy 
provisions of their bylaws and con-
tractual arrangements with patrons 
and to provide equitable methods of 
settlement from pool period to pool 
period, as well as among the various 
classes of patrons. For pooling coop-
eratives, accounting methods have 
been developed to allow the use of 
the single-pool or multiple-pool 
methods of accounting. 
Diversity in Practice 
66. Significant information about 
the accounting practices of patrons in 
recording the delivery of raw prod-
ucts to marketing cooperatives is 
scarce. Among the practices used are 
recognition (1) at the estimated net 
return, presumably at the time of de-
livery, and (2) at the time of sale by 
the cooperative to an outside party. 
Those two examples provide the ex-
tremes, one recognizing the delivery 
to the cooperative as a sale and the 
other continuing to carry the product 
as inventory of the producer until it is 
sold by the cooperative. Transfer 
prices for products delivered to coop-
eratives are established in diverse 
ways: 
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• At market order price or govern-
mental price support 
• At market price 
• At an assigned amount determined 
by the cooperative's board of direc-
tors to approximate market price 
• At the amount of advances 
• At cost to the producer 
• At no amount until the cooperative 
advises the producer of the ex-
pected proceeds from the ultimate 
disposition of the product 
67. Cooperatives that receive 
products from patrons and pay their 
patrons, at or shortly after delivery, a 
firm market price treat the payments 
as purchases. In those situations the 
prices are paid regardless of the 
amount of the cooperatives' earnings. 
Those cooperatives normally report 
inventories at the lower of cost and 
market. However, pooling coopera-
tives estimate amounts due to pa-
trons at the time of delivery, and 
those amounts are later adjusted on 
the basis of the pool's earnings. This 
presents a significant accounting 
problem. The following paragraphs 
discuss only the accounting issues 
that result from deliveries of prod-
ucts by patrons to cooperatives oper-
ating on a pooling basis. 
68. In cooperatives operating on 
a pooling basis, products delivered 
by patrons are commingled with 
other patrons' products, processed, 
and marketed. Earnings from the 
sale of finished products are returned 
to patrons, either in cash or in some 
form of equity, whether or not those 
earnings were determined on the ba-
sis of current market prices at the 
time of delivery, Many cooperatives 
value patrons' products at assigned 
amounts (usually current market 
prices) set by the board of directors at 
delivery. A corresponding estimated 
liability is accrued for amounts due to 
patrons. At the end of the pool pe-
riod, the pool's net earnings are cred-
ited to amounts due patrons on a 
patronage basis. 
69. Some cooperatives cannot 
determine the market prices of pa-
trons' products when they receive 
them because of limited cash pur-
chases by other processors. They are 
14 E X P O S U R E D R A F T 
usually cooperatives that process and 
market a high percentage of limited 
specialty crops, such as walnuts , 
cranberries, concord grapes, prunes, 
or raisins. Many of those coopera-
tives account for inventories of goods 
in process and finished goods at net 
realizable value, determined by de-
ducting est imated completion and 
disposition costs from the estimated 
sales value of the processed inven-
tory, because a reliable price for the 
unprocessed product is not available 
to account for inventor ies at t he 
lower of cost and market. Further-
more, many cooperatives must de-
termine net realizable value to com-
p l y w i t h b y l a w p r o v i s i o n s a n d 
contractual obligations and to facili-
tate equitable pool settlements from 
pool period to pool period and among 
various classes of patrons. 
70. A 1973 survey by the Na-
tional Council of Farmer Coopera-
tives indicated that many marketing 
cooperatives use net realizable value 
to account for inventories. An ex-
cerpt from an article on this subject 
prepared for the council's legal, tax, 
and accounting committee appears 
below. 
7 1 . T h e n e t r ea l i zab le va lue 
method of accounting for inventories 
permits the recognition of the pool's 
estimated net earnings at the end of 
The National Council of Farmer Coop-
eratives made a survey of the inventory 
valuation methods used by its market-
ing cooperatives. The results of this 
survey confirm what has been the pri-
vate belief of most cooperative ac-
countants, that the net realizable mar-
ket value method is perhaps the most 
widely used and accepted method of 
inventory valuation by marketing co-
operatives. This survey reflects the re-
sponses of 49 cooperatives and, in sum-
mary, indicates the following inventory 
methods are in use: 
the fiscal period in which the patrons 
supply their crops to the cooperative. 
Inventories are stated at net realiz-
able value, and the amounts due to 
patrons are credited with the earn-
i n g s . T h e n e t r e a l i z a b l e v a l u e 
method of accounting for inventories 
permits the closing of the pools at the 
end of the accounting period and pro-
vides equitable t reatment to patrons 
as the cooperative transfers the in-
ventories forward to the next period's 
pool at estimated market value. 
72. A few market ing coopera-
tives receive products from patrons 
without assigning amounts to them. 
During the year, cash is advanced to 
patrons on the basis of anticipated 
earnings. Inventories are recorded at 
amounts advanced plus costs of pro-
cessing, and patrons' products are 
valued at the amount of advances 
made to the date of the financial 
statements, primarily to comply with 
certain rulings of the Internal Reve-
nue Service. This is commonly called 
the "cash advance method." 
Author i tat ive and Other 
Literature 
73. The primary source of au-
thoritative guidance for accounting 
for i n v e n t o r i e s tha t r e s u l t from 
deliveries of products by patrons to 
Method 
Net realizable market value 
Lower of cost and market, 
using field price as the 
established value of 
raw product 
Net realizable market value 
and lower of cost and 
market, using field 
price as the established 
value of raw product 
Cost 
Rev. Rul. 69-67* 
Other 
cooperatives has been Accounting 
Research Bulletin 43. 
Pros and Cons 
74. A transaction is usually com-
pleted when a patron delivers his 
product to a cooperative. The pa-
tron's product is commingled with 
that of other patrons, and title and 
individual risk of loss have passed. 
Some accountants believe that no ac-
counting is necessary at the time of 
delivery because the transfer price is 
frequently not known until some 
later date. Nevertheless, accrual ba-
sis accounting calls for reporting the 
transaction according to the best in-
formation avai lable at t h e t ime . 
W h i l e g r e a t e r accuracy may b e 
achieved by waiting for the coopera-
tive to advise the patron of the ne t 
proceeds, the handicap of not having 
current financial information could 
outweigh the benefit of greater accu-
racy, and the lack of consistency in 
reporting could be confusing to the 
users of the financial statements. 
75. Some accountants argue that 
pooling cooperatives should not use 
an assigned amount for products re-
ceived from patrons for financial ac-
count ing and repor t ing purposes 
because the amounts may not be reli-
able and the patrons may be paid 
more or less than that amount at the 
end of the pool period. Others argue 
%of 
Cooper- Sales (In Total 
atives Thousands) Sales 
24 $2,310,938 48% 
















* Note: Rev. Rul. 69-67 refers to the cost advance method. 
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that the use of an assigned amount 
permits the establishment of a tenta-
tive liability due patrons and allows 
inventories to be stated at the lower 
of cost and market. The method also 
facilitates allocation of pool proceeds 
to patrons. 
76. Some accountants believe 
that the net realizable value method 
of accounting for inventories is unac-
ceptable because it anticipates co-
operative earnings. Further, they 
believe that future selling prices and 
disposition costs are too uncertain to 
base accounting on them. Alterna-
tively, those who favor the use of the 
net realizable value method believe 
that the problems of determining net 
realizable value do not differ from 
those of determining market under 
the lower of cost and market method. 
They also consider the method to be 
acceptable in accounting for pools be-
cause it enables the cooperative to 
settle pools annually and to comply 
with bylaw provisions and contrac-
tual obligations. In essence, they 
claim, the inventory is transferred to 
the next period's pool on an equitable 
basis. 
77. Some accountants believe 
that cooperatives may record prod-
ucts received from patrons at as-
signed amounts and then account for 
the inventories at net realizable 
value. That method permits the clos-
ing of pools at least annually on an 
equitable basis. Others believe that, 
if assigned amounts are used on re-
ceipt of the product, the inventories 
should be accounted for at the lower 
of cost and market. 
78. Some accountants favor the 
cash advance method of accounting 
for inventories. They believe that the 
only product cost that should be ac-
counted for is the total of cash ad-
vanced to patrons to the date of the 
financial statements, because the co-
operative has no liability to pay more 
unless more is earned. Others favor 
the cash advance method because the 
Internal Revenue Service has held in 
several rulings that pooling coopera-
tives should use that method in tax 
computations. Others reject the cash 
advance method because advances to 
patrons are primarily determined on 
availability of cash, the percentage of 
the pool production sold to the date 
of the financial statements, and short-
term inventory loan restrictions 
rather than on the value of products 
received. Further, they reject the 
method because the amount and tim-
ing of advances are generally subject 
to the board of directors' action and 
may vary from period to period. 
Division Conclusions 
Accounting by Patrons for Products 
Delivered to Pooling Cooperatives 
79. If control over the future eco-
nomic benefits relating to the prod-
uct has passed, which ordinarily is 
evidenced by the transfer of title, and 
if a price is available by reference to 
contemporaneous transactions in the 
market, or if the cooperative estab-
lishes an assigned amount, a delivery 
to the cooperative should be re-
corded as a sale by the patron at that 
amount on the date of delivery. If 
there is a reasonable indication that 
the proceeds from the cooperative 
will be less than the market price or 
the assigned amount, the lower 
amount should be used. 
80. If control over the future eco-
nomic benefits relating to the prod-
uct has passed, which ordinarily is 
evidenced by the transfer of title, and 
there are neither prices determined 
by other market buyers nor amounts 
assigned by the cooperative, or if 
such amounts are erratic, unstable, 
or volatile, the patron should record 
the delivery to the cooperative as a 
sale at the recorded amount of the 
inventory and should record an un-
billed receivable. If there is a reason-
able indication that the proceeds 
from the cooperative will be less than 
the receivable, the lower amount 
should be used. Advances from the 
cooperative should be treated as re-
ductions in the unbilled receivable. 
81. If title has not passed, the 
identity of the individual patron's 
product is maintained by the cooper-
ative, and the price to the patron is to 
be based on the identified product's 
sale, the transaction is not complete, 
and the product should be included 
in the patron's inventory until it is 
sold by the cooperative, at which 
time the patron should record the 
sale. 
82. Advances are financing de-
vices and should not be used as 
amounts for recording sales. 
Accounting by Cooperatives for 
Products Received From Patrons 
83. If pooling cooperatives do 
not assign amounts to products re-
ceived from patrons at times of deliv-
eries based on reliable current mar-
ket prices paid by others for similar 
products in the same area, the coop-
eratives should account for invento-
ries at net realizable value, with 
corresponding credits to amounts 
due patrons. The method used and 
dollar amounts involved should be 
disclosed. 
84. If the boards of directors of 
agricultural marketing cooperatives, 
operating on a pooling basis with no 
obligation to pay patrons fixed prices, 
assign amounts to products received 
from patrons that approximate the 
market prices of the products, and 
the assigned amounts are based on 
current market prices paid by others 
in the same area, the assigned 
amounts are cost, and the inventories 
of finished goods should be ac-
counted for at the lower of cost and 
market, with disclosure of the use of 
assigned amounts and the dollar 
amounts involved. 
85. Cooperatives accounting for 
inventories at net realizable value for 
financial reporting, for determining 
pool proceeds, and for transferring 
inventory amounts to subsequent 
pools may account for products re-
ceived from patrons at assigned 
amounts for determining estimated 
amounts due to patrons and for inter-
nal account ing purposes . The 
method used and dollar amounts 
involved should be disclosed. 
86. Pooling cooperatives should 
not use the cash advance method to 
account for inventories. 
ACCOUNTING FOR INVESTMENTS 
IN AND INCOME FROM 
COOPERATIVES 
87. Member patrons of coopera-
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tives can be producers or other coop-
eratives. Member patrons provide 
most of the capital required by coop-
eratives, The capital usually rep-
r e s e n t s l o n g - t e r m i n v e s t m e n t s 
acquired through initial cash invest-
ments, retains, or noncash patronage 
allocations. Voting rights for those 
investments are usually based on 
one -member -one -vo t e or l imi ted 
weighted voting rather than on the 
number or amount of securities or 
other evidence of equity ownership 
held. The investments are made pri-
mar i ly to o b t a i n an e c o n o m i c a l 
source of supply or marketing ser-
vices and not on the expectation of a 
return on investment. The sale of 
such investments, other than back to 
the issuing cooperative, is usually re-
stricted or prohibited. 
Diversify in Current Practice 
88. I n v e s t m e n t s in coopera-
tives are generally carried by pro-
ducers at cost, at cost plus declared 
retains, at cost plus estimated re-
tains, or at an amount less than cost. 
89. Most coopera t ives carry 
their investments in other coopera-
tives at cost if they are purchased or 
at face amount if they are received in 
other than purchase transactions (re-
tains or noncash patronage alloca-
tions), However, they usually write 
the investments down to estimated 
net realizable value if evidence indi-
cates they will be unable to recover 
the full carrying amount of the invest-
ments. That practice has been en-
dorsed in Accounting Research Bul-
l e t in 2, i s s u e d b y t h e Na t iona l 
Society of Accountants for Coopera-
tives, which states — 
Investments in cooperatives made by 
user patrons for the purpose of provid-
ing capital for operations of the inves-
tee cooperative should be carried at 
cost, if purchased, or at face value if 
received in transactions other than 
purchases such as non-cash patronage 
dividends. Such investments should 
be written down to an appropriate 
amount if reliable evidence indicates 
that their value has been permanently 
impaired. 
It should be noted that in most in-
stances accounting for investments in 
other cooperatives (including banks for 
cooperatives and other cooperative 
financing organizations, such as the 
National Rural Utilities Cooperative 
Finance Corporation) on the basis out-
lined above results in investment car-
rying values equal to the equity values 
of the investing cooperative's interest 
in the investee cooperatives; there-
fore, it would appear that the basis out-
lined complies with APB Opinion No. 
18, "The Equity Method of Accounting 
for Investments in Common Stock," to 
the extent that the intent of the opinion 
is applicable to investments of coopera-
tives. In the infrequent instances 
where the investor's share of unalloca-
ted retained earnings of an investee 
cooperative is material to the investor, 
the principles set forth in APB Opinion 
No. 18 should be applied. 
90. Cooperatives that invest in 
other cooperatives usually recognize 
allocated equities in the cooperative 
investor's fiscal year within which no-
tice of allocation is received, and the 
investment is carried at cost plus allo-
cated equities. That method of reve-
nue recognition conforms with fed-
eral income tax requirements. It is 
the most practical method of report-
ing because many investee coopera-
tives issue financial statements and 
determine patronage allocations only 
at the close of their accounting years. 
Many cooperatives do that because 
they find determination of patronage 
allocations to be complex and time 
consuming, since their operations 
may include both marketing and sup-
ply functions, as well as several de-
partments under each function. 
91. Diversity in practice has de-
veloped in accounting for unallocated 
equities. Some patrons who hold at 
least a 20 percent ownership interest 
recognize their interest in unallo-
cated equities in accordance with 
APB Opinion 18. Others do not rec-
ognize unallocated equities, primar-
ily because the equity ownership 
percentage changes according to pa-
tronage and because voting is usually 
based on the one-member-one-vote 
principle, which does not necessarily 
provide significant influence. Inter-
preta t ion and application of APB 
Opinion 18 may become more signi-
ficant in financial reporting for coop-
eratives because 1978 changes in the 
Internal Revenue Code, relating to 
the investment tax credit, may en-
courage cooperatives to reduce dis-
tributions of assets to patrons and in-
c rease u n a l l o c a t e d n e t af ter- tax 
earnings for the purchase of assets. 
92 . Mos t p a t r o n s r e c o g n i z e 
the i r pa t ronage allocations when 
they are notified, which conforms 
with federal income tax reporting re-
quirements . Other patrons accrue 
patronage allocations on the basis of 
the cooperatives' interim financial 
statements. 
93. Presentat ion of patronage 
allocations in patrons' financial state-
ments is also diverse. Some patrons 
recognize patronage allocations as re-
ductions of purchase or interest costs 
on purchases from supply or financ-
ing cooperatives or as increases in 
sales for deliveries to marketing co-
operatives. Other patrons recognize 
all patronage allocations as nonoper-
ating income. 
Relevant Accounting Literature 
94. Authoritative literature on 
marketable investments - Statement 
of Financial Accounting Standards 
12, Accounting for Certain Market-
able Securities, and FASB Interpre-
tation 16, Clarification of Definitions 
and Accounting for Marketable Eq-
uity Securities That Become Non-
marketable - h a s little applicability to 
investments in cooperatives. Invest-
ments in cooperatives are not equity 
securities and usually are not readily 
marke tab le , and transfer or sale, 
other than back to the issuing cooper-
ative, is usually restricted or prohib-
ited. Current accounting literature 
supports the carrying of long-term in-
vestments, such as nonmarketable 
investments in agricultural coopera-
tives, at cost if the value of the invest-
men t s is not impa i red . Car ry ing 
amounts are reduced when the inves-
tor becomes unable to recover the 
full carrying amounts. APB Opinion 
18 requires the equity method of ac-
counting for investments in which 
the investor has significant influence 
over an investee 's opera t ing and 
financial policies. 
95. The significance of invest-
ments by patrons results primarily 
from the purchasing or marketing 
rights and participation in the operat-
ing earnings. As such, the operations 
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of cooperatives have many of the at-
tributes of corporate joint ventures or 
partnerships. 
Pros and Cons 
96. Some accountan t s a rgue 
that the investment in a cooperative 
is in substance a long-term invest-
ment and, as such, should be carried 
at cost or at cost plus allocated equi-
ties. Others believe that the invest-
ments should be discounted to their 
present value. The carrying amounts 
would be adjusted downward as re-
qui red by generally accepted ac-
counting principles when the patron 
becomes unable to recover the full 
carrying amounts. 
97. Proponents of the discount-
ing of investments in cooperatives 
believe that it results in satisfactory 
presentation in the financial state-
ments because allocated equities are 
usually not r e d e e m e d or are re -
deemed over a long period. How-
ever, others believe that patrons con-
tribute amounts to cooperatives not 
as investments but to obtain supply 
or marketing sources, and the allo-
cated equities represent a propor-
t ionate share of the cooperative's 
earnings for the period of patronage, 
That is similar to accounting for equi-
ties in partnerships or corporate joint 
ven tures , in which undis t r ibu ted 
earnings are recognized for account-
ing purposes on the same basis as for 
federal income tax reporting. Propo-
nents of that method also believe that 
it produces symmetry, since the in-
vestee records the issuance of securi-
ties or book credits at par or face 
amounts rather than on the basis of 
discounted values. The proponents 
argue further that the method con-
forms with the under ly ing pr ice-
adjustment theory of cooperatives, 
which holds that such allocated equi-
ties are merely reductions of the cost 
of supply purchases or increases in 
the proceeds of products marketed 
through the cooperative and that 
they should therefore be reflected in 
the patrons' results of operations. 
98. Accountants who bel ieve 
that a cooperative's unallocated losses 
should not be recognized by the pa-
trons base their contention on the 
premise that operating losses may in-
dicate temporary rather than perma-
nent declines in value because they 
may result from identifiable, iso-
lated, or nonrecurring events. Ac-
cordingly, they should not be recog-
nized. Furthermore, because many 
investor cooperatives determine pa-
tronage allocations on the basis of 
financial statement reporting rather 
than federal income tax reporting, 
some accountants argue that financial 
s tatement recognition by investor co-
operatives of unallocated losses will 
cause the payment of federal income 
taxes by the investor cooperative that 
would not otherwise be payable and 
such taxes will not be recoverable if 
the losses are later allocated. That 
adverse effect is the result of federal 
income tax regulations that limit the 
patronage refund deduction to the 
lesser of the patronage refund "paid" 
and the patronage refund "allow-
able," as determined in accordance 
with federal income tax rules and 
regulations. 
99. Those who believe that un-
allocated losses should be recognized 
argue that patrons must recognize al-
located losses for consistent report-
ing, much as if the investment were 
in a corporate joint venture or part-
nership rather than a cooperative. 
They further contend that failure to 
recognize unallocated losses permits 
manipulation of earnings because pa-
trons often serve on the cooperative's 
board of directors or can influence 
the board of directors, which has the 
authority to determine the portions, 
if any, of the losses that will be allo-
cated to patrons. 
100. Accountants who bel ieve 
that unallocated equities should not 
be recognized by the patrons gener-
ally contend that APB Opinion 18 
does not apply because equity own-
ership generally does not convey vot-
ing control and because ownership 
interests in unallocated equities may 
b e t e m p o r a r y , b e i n g sub jec t to 
changes in patronage participation 
and t h e r e d e m p t i o n of equ i t i e s . 
However, o thers argue that APB 
Opinion 18 should apply to all invest-
ments in cooperatives in which the 
patrons hold at least 20 percent of the 
equity securities, regardless of the 
one-member-one-vote requirement 
and the fact that ownership interests 
may change. They believe that the 
patron frequently has significant in-
fluence due to patronage volume, as-
sured representation on the board of 
directors, or other means. 
101. Some accountants believe 
that patronage allocations should be 
recognized in the accounting period 
in which the supply is purchased or 
the product is marketed, since those 
transactions are the source of the pa-
tronage allocations and are adjust-
ments of the price at which the sup-
ply is p u r c h a s e d or the p r o d u c t 
marketed. Others believe that the ac-
crual of estimated patronage alloca-
tions is impractical because many co-
o p e r a t i v e s d o n o t d e t e r m i n e 
patronage allocations during interim 
periods and the amount of the alloca-
tions usually cannot be determined 
from the cooperatives' interim finan-
cial s ta tements . Fur ther , existing 
federal income tax rules and regula-
tions, as well as the bylaws of most 
investee cooperatives, require the 
investee's patronage allocations to be 
included in taxable income in the 
period the investor is notified of the 
patronage allocation. This require-
ment may cause adverse tax effects 
for investors. 
102. Some accountants a rgue 
that allocated and unallocated equi-
ties should be reflected in the state-
ment of operations as reductions of 
costs or increases in proceeds be-
cause such amounts result from the 
transactions by which supplies are 
purchased, interest is paid, or prod-
ucts are sold. Accordingly, the propo-
nents believe that the equities should 
be reported in the same manner as 
the original transactions to report 
sales, cost of sales, and operating ex-
penses. Other accountants believe 
that the allocations should be re-
ported as other income rather than as 
increases or decreases in sales, cost of 
sales, or operating expenses; they ar-
gue that including the allocations in 
sales, cost of sales, or operating ex-
penses could misstate gross profit or 
expenses. 
Division Conclusions 
103. I n v e s t m e n t s in coopera-
tives should be accounted for at cost, 
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including allocated equities and re-
tains. The carrying amount of an in-
vestment in a cooperative should be 
reduced when the patron is unable to 
recover the full carrying value of the 
investment. Losses unallocated by 
the investee probably indicate such 
an inability, and, at a minimum, the 
patron's proportionate share, based 
on the patron's proportionate share of 
the total equity of the investee coop-
erative, of the excess of unallocated 
losses over unallocated equities 
should be recognized by the patron 
unless the patron can demonstrate 
that the carrying amount of the in-
vestment in the cooperative can 
probably be fully recovered. 
104. Since the primary purpose 
of a cooperative is to provide supply 
or marketing services to its mem-
bers, the patron should recognize pa-
tronage refunds in the period in 
which the related patronage occurs. 
As a result, patronage allocations 
should be deemed to be adjustments 
of cost or proceeds and should be 
accrued as soon as the amount can be 
reasonably estimated. The accrual 
should be based on the latest availa-
ble reliable information and should 
be adjusted on notification of alloca-
tion. Since such allocations are 
deemed to be adjustments of costs or 
proceeds, classification of the alloca-
tions in the financial statements 
should follow the recording of the 
costs or proceeds. However, if pa-
tronage refunds cannot be reasonably 
determined in the period in which 
the patronage transactions occur and 
if the refunds in a subsequent year 
have a material effect on sales, cost of 
sales, or expenses, the amount of the 
refunds applicable to prior periods 
should be disclosed in the financial 
statements. 
